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CHAPTER I 



INTRODUCTION 

As the allocation of limited resources becomes more complex, 
the necessity for resource management becomes increasingly critical. 

This creates a situation where it becomes necessary to increase the 
level of sophistication of our analytical techniques in order to 
improve the quality of information used for decision-making. One 
system which has undergone a great deal of change within the last 
decade is the budgeting and accounting system within the Department of 
Defense. 

A budget can be described in a variety of ways depending upon 
the scope of its use, but most simply a budget is a financial plan 
for achieving selected objectives. It appears safe to assume that 
resources will always be scarce and that organizations will always be 
forced to decide upon the best alternative to achieve stated objectives. 

If this is true, then there will be a requirement for a financial 
analytical system which will allow exhaustive evaluation of alternatives. 
It is within this general theme that this paper will examine the budgetary 
and financial information systems of the Marine Corps. 

Financial management in the Marine Corps is the responsibility 
of the "commander." He is charged with not only accomplishment of his 
assigned mission but additionally he must accomplish the mission, 
efficiently utilizing the resources at his disposal. Proper management 
of these resources will play a large role in determining the overall 
effectiveness of the unit. 



1 



2 



In order to successfully manage these funds the commander needs 
clear, concise, and timely information. This information is provided 
by means of an accounting, information, and reporting system. The 
basic objectives of this system are to determine the cost of operations 
of an activity in terms of total resources consumed or applied, and to 
establish a system of monetary and quantitative controls that will be 
of maximum value to the commander in assuring that resources are used 
effectively and efficiently in the accomplishment of the mission. Thus, 
it is. a fundamental requirement that this system provide the commander 
with the input he requires to exercise sound managerial judgement. 

Research and Subsidiary Questions 
This paper will primarily address itself as to whether the 
present financial information and accounting system of the Marine Corps, 
as it pertains to operation, provides the commander and his staff with 
the input necessary to manage their resources effectively and efficiently. 
This question will be approached by first exploring the answers to 
several other questions. These questions are: What is the background 

philosophy for budgeting in the Department of Defense? What is the 
general theory behind the use of financial accounting and information 
systems within the budgetary process? What is the function of the 
system currently used in accounting for operations within the Marine 
Corps? Who uses the system and the information it provides? And finally, 
how useful is the information at Headquarters Marine Corps? At the field 



level ? 
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Scope of Study 

The author intends to develop a background of the budgeting 
philosophy first within the Department of Defense and then within the 
Marine Corps; as it is this philosophy that dictates the output required 
from the financial information systems of the Defense agencies. The 
emphasis will be in evaluating the practical utilization and purpose of 
the information generated by the- system and not on developing a new 
system. It will assess the system as it is, and not as the system 
could be if it were changed to meet the varying needs of separate 
agencies. After an initial intrusion into the area of Defense Budgeting 
the author found it quite obvious that the current budgetary and 
financial information system used by all agencies within the Department 
of Defense is a product of the output primarily required to support the 
Defense requests to the office of Management and Budget and the Congress. 
Therefore, the evaluation of the current budget and financial information 
system must focus on maximum agency utilization rather than overhauling 
the system— especial ly from the standpoint of an agency that receives 
a small percentage of the Defense budget. In addition, the author does 
not intend to dwell on the technological aspects of the data processing 
systems inherent in the financial information system as the detail will 
not lend clarity but rather confuse the main i ;sue — information and 
system utilization. It is the intent of the author that this study 
may be read and understood without requiring a technical background in 
accounting or data processing. 
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As the entire budget/financial management process within the 
agencies of the Department of Defense is extensive and complex, the 
study will focus on a detailed examination of budgeting and accounting 
for operations within the Marine Corps. This is an important and 
dynamic area which transcends staff and line functions, and delimits the 
esoteric "myth" surrounding financial management. In addition, focusing 
in the area of operations, permits an examination of the basic accounting 
system used within the Department of Defense in accounting for resource 
expenditure — Project PRIME. 

Purpose and Utility of the Study 
As has been alluded to previously, the purpose of the study 
is to evaluate the current financial information and accounting system 
of the Marine Corps within the requirements of the current Defense 
budget process. The author feels that there is an underlying feeling 
within major commands of the Marine Corps that the financial information 
system is basically esoteric in nature and limited to the sole use 
by higher authority. The author does not agree with this approach and 
intends to create the general framework within which one, specifically 
a field commander, can view the advantages and limitations of the current 
system. In addition, by providing detailed background of the evolution 
and requirements of the current budget process, the author will 
demonstrate the necessity of providing the type information generated 
by Project PRIME and the associated financial information systems. 
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Research Methods/Methods of Analysis 

The basic source of input into this paper will be secondary 
sources of information: books, magazine articles, and reports on file 

at Headquarters Marine Corps. In addition, this input will be supplemented 
by interviews with Marine Corps officers and civilian employees associated 
with the budget process and the development and utilization of financial 
information systems. The information will be analyzed using the guide- 
lines for performance as set down by Headquarters Marine Corps as well as 
supplementary evaluative comments from major contributors to general 
management philosophy. The conclusions, however, are those of the author 
and are not meant to be interpreted as those of the Marine Corps or any 
other agency of the federal government. 

Organization of the Study 

The study begins with a discussion of the general philosophy of 
Defense budgeting. This chapter is intended to provide the background on 
the development of the budgetary process within the Department of Defense 
with emphasis on the external forces which act upon it to produce the 
specific requirements levied upon the agencies within the Department of 
Defense. In addition to this basic philosophy there is a discussion of 
the general applications and requirement of accounting and financial 
information systems within the budget process. This chapter closes with 
a discussion of the Resource Management System (RMS) and Project PRIME. 

The third chapter is concerned with the budget process within 
the Marine Corps then more specifically budgeting for operations. The 
first section presents the general aspects of financial management within 
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the Marine Corps, to include the overall philosophy, source of funds, 
and the budget cycle. The last two sections of the chapter discuss the 
operating budget, from formulation through execution. It is designed 
to provide a specific background upon which one may evaluate the financial 
information and accounting system designed to monitor the management of 
resources and budget execution. 

The fourth chapter deals with the accounting and management 
process, and contains the central theme of the paper. The first section 
describes the accounting problems* obligation accounting versus expense 
accounting, management versus command, and controllable costs versus 
noncontrollable costs. This leads to a discussion of the resources 
available to the commander; manpower, money, and material. The next 
section describes the current reporting process with a view toward the 
part that the financial information system plays in the Integrated Informa- 
tion System. Finally, the chapter discusses management action that is 
possible through utilization of the information provided by PRIME and 
associated supplementary financial reports. An effort is made to 
distinguish .between utilization by Headquarters Marine Corps and 
utilization at the field level, with emphasis on the latter. 

In the summary and conclusions, the author will link together the 
philosophy with the practice and provide a realistic evaluation of the 
current financial information system. It is intended to stimulate 
those using the system to see it for what is is, not for what they want 
it to be or think it should be. And by understanding its advantages and 
limitations, all managers will be motivated to use the system to the 
maximum extent possible. 



CHAPTER II 



A GENERAL PHILOSOPHY FOR DEFENSE BUDGETING 

The Evolution of the Defense Budget 

Until enactment of the National Security Act of 1947, military 
affairs were managed through two executive departments --the War 
Department and the Navy Department. But experience during the Second 
World War demonstrated a requirement for a new defense structure that 
would establish a central authority. That central authority was 
established with the enactment of the National Security Act of 1947 when 
Congress created the Department of Defense (DOD), headed by a Secretary 
with authority over the Department of the Army, Navy and Air Force. Under 
the initial provision of this act, all four departments were considered 
executive departments with their heads cabinet officers. 1 

A more significant reform from the standpoint of defense budgeting 
was the 1949 amendment to the National Security Act. This amendment 
removed the Departments of the Army, Navy and Air Force from executive 
status and placed them under the complete control of the Secretary of 
Defense. In addition, this amendment establisned military control lership. 

In conjunction with the recommendations of the First Hoover 
Commission incorporated into the Budget and Accounting Act of 1950, the 

^David Novick, "The Department of Defense," Program Budgeting , ed. 
by David Novick, (Washington, D. C.: Government Printing Office, 1965), 
p. 51. 
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Secretary of Defense was given greater authority over the financial 
management of the Department of Defense. It also required the Secretary 
to submit a performance type budget to the Congress J 

In addition, there was a valiant attempt by the Appropriations 

Committees . . to reline the Department of Defense appropriations 

structure from over 100 accounts into a streamline structure of about 

? 

forty accounts grouped into five categories." ' These five categories 
were: Personnel, Operations and Maintenance, Procurement, Research and 

Development, and Construction. These are the same classifications 
being used today by the Department of Defense with some slight modifications. 
However, to understand the complex process of budgetary change in the 
Department of Defense requires an introduction to the general evolution 
or change in the overall federal budgetary process. 

The first important budgetary reform took place with the enactment 
of the Budget and Accounting Act of 1921. This Act required the President 
to submit a comprehensive executive budget to Congress, created the 
Bureau of the Budget to provide the President administrative assistance 
in preparing and managing the budget, and established the General 
Accounting Office (GAO) to serve as the congressional budgetary audit 
service. The main objective of the Act was to establish a central 
authority, the President, who would answer for all the executive depart- 
ments. The result was to eliminate the system of the departments and 

^Alain C. Enthoven, "Introduction," A Modern Design for Defense 
Decisions: A McNamara-Hi tch-Enthoven Anthology , ed. by Samuel A. Tucker 
(Washington, D. C. : Industrial College of the Armed Forces, 1966), p. 3. 

o 

U. S. Department of Defense, A Primer on Project PRIME , a 
pamphlet (April 1967), p. 2. 
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agencies submitting semi -independent budgets to the Congress. 

The next significant piece of legislation was the Employment 
Act of 1946. The principal achievement of this act was to establish 
the Council of Economic Advisors as the principal advisors to the 
President on the economy and the Join t Economic Committee as the principal 
advisory body to the Congress on economic matters. The Council of 
Economic Advisors is a significant element of the overall budgetary 
process. They are charged with providing the President with recommenda- 
tions, on how to coordinate the requirements of the executive departments 
and agencies with the requirements of the national economy. They play 
a large part, depending on the President, in determining the final 
dollar figures submitted in the executive budget. 

The next step in reform was the Amendment to the National Security 
Act of 1947 and the Budget and Accounting Procedures Act of 1950. The 
impact of this piece of reform has already been mentioned earlier in 
this section. Clearly, these two pieces of legislation were of paramount 
importance in establishing a well organized integrated budget process 
within the Department of Defense. 

As the First Hoover Commission was credited with the seeds of 
"performance budgeting," the Second Hoover Commission in 1955 is credited 
with an attempt to bring accrual accounting to federal budgeting. The 
Commission attempted to introduce cost-based budgeting, which would 
change the appropriations process to an expense basis rather than an 
obligation basis. Further, that ". . . Government accounts be kept 



